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National Association of Cost Accountants 


EDITORIAL DEPARTMENT NOTE 


The chief burden of a great deal of the harsh criticism of cost _ 
systems is that the information furnished by them is similar to that 


which comes from medical postmortems. truly scientific attitdue : 
oftentimes makes such — | necessary in order to bring to light x 
knowledge which will t future cases. In the case of business 4 


however, where the sources and means of egress are usually available, 
failure to use them—which results in a fatal illness—can point to only 
one — 9 namely, managerial stupidity. And there is little taste, and 
less for postmortem. One of the best medicines, from the stand- 
point of preventive therapy, is the securing of essential information 
promptly after the happening of vital business events so that administra- 
tive and operating executives may know the outcome of policies and 
procedures while there is still time to make a change effective. Recog- 
nizing this, many concerns are today bending every effort to speed ui 
the production of operating reports. How this may be done is of vital 
interest to ail large business organizations. 

The author of the present —— is Mr. W. L. Lewis, Assistant 
Comptroller of the Bethlehem Steel Company. It was with a great deal 
of diffidence that Mr. Lewis was prevailed upon to speak of his training 3 
and i experience which covers some twenty-seven years in office J 
work of practically every character from clerical to executive, em- 
bracing purchasing, sales, traffic, credit, accounting, treasury, and secre- 
tarial. The industries in which he obtained his experience are embodied 
in the operations of the subsidiary or affiliated companies of the Bethle- 
hem Steel Corporation. These cover many of the major industries of 
the country t , such as mining, quarrying, shop construction, railroad 
and steamship operations, public utilities, stores merchandising, machinery 


manufacturing, steel manufacturing, fabrication, and erection, etc. Pre- a 
vious to his connection with the Bethlehem Steel Corporation he was asso- : 
ciated with manufacturing and mining enterprises for some sixtevn years. 4 


This paper is the substance of his talk before a recent meeting 
of the New York Chapter, National Association of Cost Accountants. ‘ 


FURNISHING FINANCIAL STATEMENTS WITHIN 
TEN DAYS AFTER CLOSING 


I am in doubt as to the intent of the subject. I am not sure 
whether the subject should be made to apply to what might be 
termed a single plant operation, or to a corporation that represents 
aconsolidation of companies with a multiplicity of plants. In the 
former case I think the title should be changed to read, “How it is 
possible to obtain financial statements no later than five days after 
the close of the operating period”; while in the latter case the 
period required for preparing the financial statements should be 
contracted or expanded according to the distance that preliminary 
teports are required to travel, and the number of affiliated or asso- . 
tiated companies involving inter-company transactions that are : 
represented. 
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Then again, one might ask what is meant by financial reports? 
Are we talking merely of the cost statements, profit and loss state. 
ments, and the balance sheet; or are we including the volume of 


operating reports, analyses of operations, sales and earnings, and - 
such other analyses as are made of balance sheet accounts? The’ 


financial statements upon which the earlier efforts should be con- 
centrated are those that deal with costs and profits. The latter, for 
early purposes, should be the manufacturing profit statement, it 
being the assumption that this discussion deals with a manufac- 
turing operation. All other financial statements should be pre 

in due course, being governed by the thought that reports should 
be prepared in the order of their importance. 

In order to obtain the contemplated results, it is only natural 
to assume there must exist a trained organization, and a well estab- 
lished accounting plan. The organization should have as its corner- 
stone an officer known as Comptroller or Auditor—or by any other 
name—and clothed with an authority that makes his position su- 
preme in all matters relating to accounts. This is most important; 
it is, in fact, a vital prerequisite to the possibility of preparing 
early financial statements. The position should provide supreme 
control over personnel and methods in the matter of accounts. 
There should be no subserviency to those in charge of operations, 
or any other activity. Invariably have I found it to be the condition 
in discussing this subject with others that the functions of the 
comptroller’s department are not as clearly established as they 
should be. The organization should be so arranged as to permit its 
various divisions to conduct their duties unhampered. 

The various functions of accounting naturally divide them- 
selves into cost work (which in many cases is subdivided between 
payroll on the one hand, and cost preparation on the other), in- 
voicing division, accounts payable or disbursing division, general 
ledger division, and such other divisions, such as taxes, statistical, 
etc., as are required in keeping with the volume of business trans- 


Whether for a small or large enterprise, the accounting plan 
requires much consideration, if there is any hope to achieve earl 
results. All the problems incident to the enterprise in all their 
ramifications must be taken into consideration. It delves into 
manufacturing operations, departmental and inter-departmental 
activities, employment, wage bases, materials, receipts and con- 
sumptions, shipping methods, sales and purchase agreements, taxa- 
tions of all kinds, employes’ welfare plans, statistical records of all 
kinds, etc. ‘ 

The plan should be comprehensive, without being lost in elabo- 
rateness, for too much time and energy are wont te follow in the 
trend of over-elaborateness. All of this must be thoroughly stu 
in order to evolve a suitable accounting plan. The plan should be 

repared in suitable form—preferably in printed form—and placed 
In the hands of each individual of the accounting department, it 
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order properly to identify accounts by their symbols and numbers, 
and, more important still, that all members of the accounting de- 
ent may become thoroughly conversant with the plan, and 

be able to speak to one another in an identical language. 

In preparing this plan simplification should be one of the con- 
trolling thoughts; in fact, simplification should be applied in all 
accounting endeavor. Where there is a diversity of enterprise, or 
companies requiring separate accounting plans, I scarcely need 
remind you that the basic plan should be common to all units of 
operation, with the thought in mind that the activity as a whole, 
where it is divided into several divisions or companies, should be 
conducted upon the one accounting plan. 

It is generally conceded that, aside from that portion of the 
general ledger which has to deal with cost accounting, there is 
very little occasion for a tardy preparation of financial reports. 
Preparing details incident to such accounts as Property, Deprecia- 
tion, Cash, Accounts Receivable, Deferred Charges, Accounts Pay- 
able, Funded Indebtedness; in fact, all accounts of the balance 
sheet, with the exception of inventories, is not usually the cause 
for any delay. 

Because of the short period assigned for this talk, I believe 
the time can be applied most profitably to the discussion of cost 
accounting work, and the manner oi preparing costs and manu- 
facturing or trading profits. One of the basic rules to the attaining 
of the desired end is an adaptation of the old adage, “Never put 
off until tomorrow what can be done today.” Proceeding from that 
theory all things that have to do with cost accounting should be 
prepared so far as possible upon a daily basis, with the thought 
uppermost in mind that the work that can be disposed of daily 
should be so arranged, for we all know that the end of the month 
brings with it sufficient duties to keep us more than ordinarily 
employed. This principle should be applied throughout all account- 
ing work, from payroll to the general ledger. It not only permits 
the early determining of cost and profits, but also provides that 
the current month’s work, especially its earliest days, usually re- 
ceives almost instant attention. 

Cost finding, as you undoubtedly know, has grown to be quite 
an important factor in the conducting of any business enterprise; 
in fact, cost finding in many institutions is regarded with the same 
degree of importance as any other feature of the enterprise. It is 
almost idle to state that any manager or executive, who is not 

interested in learning costs and learning them promptly, is 
not in step with the trend of modern industry. 

Our cost work, insofar as it applies to cost of product and 
profit determination, is identified under two classes ; viz., that which 
applies to what is commonly termed “Process Costs,” and that 
Which is termed “Manufacturing Order Costs.” The second class 
is further divided into two groups, viz., that applying to orders 
that have been completed, and secondly, that which applies to un- 
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completed orders. These distinctions contribute a great deal te 
ward the early determining of costs and profits, especially when 
they permit determining promptly upon completion the costs ang 
ea of manufacturing orders completed during the operating 


It is scarcely necessary to remark that the manufacturing 
profit and loss statement has to do with nothing more than ship. 
ments, unless one is confronted with a problem that has to éeal 
with contracts or work extending over long periods of time, and 
involving large expenditures. Such a condition, however, need not 
be considered in this discussion. 

Unfortunately, or perhaps fortunately, as one may view the 
situation, the birth of cost accounting has in some cases resulted 
from the energies of individuals not any too closely connected with 
accounting work. By this I mean that cost systems in many cases 
owe their development to what may be termed “engineering ideas,” 
with scant regard for their relation to the general accounts. Then 
again, in other cases, we see systems which are more closely asso 
ciated with sales and estimating than might appear proper from 
an accounting viewpoint, and as a result costs are prepared to con- 
form with estimates. Unfortunately, we find a few accountants, 
occupying the role of auditors or comptrollers, who gladly—or 
otherwise—permit the control and direction of cost accounting to 
exist under the direction of other than accounting representatives. 
This naturally serves to create a condition not in keeping with what 
might be termed strict accounting principles. 

To my mind, there is too much circumlocution in the science 
of cost accounting, which has much to do with the tardiness so fre 
quently found in the preparation of reports. If it is possible to 
prepare wage calculations within twenty-four hours after the close 
of a period, what is to prevent a preparation of the labor distribu- 
tion just as rapidly or within the short space of time of a few 
hours thereafter? 

I will now proceed to discuss the several phases of the three 
elements of cost—that is, labor, material and expense—which seem 
to be the source of the greatest difficulties for early report efforts. 
These will be taken up in turn. 

Labor. The payroll division functions as a part of the cost 
system to the extent that at the close of a cost period it must have 
completely prepared the wages for that period. There are as many 
types and conditions of payrolls and payroll problems as there are 
kinds of enterprises. Each invariably is beset by payroll problems 
of varying kinds, but even though they may be difficult, it is just 
as sonia A to determine payroll figures by the day follo the 
close of a cost period as it is, by procrastinating methods, to 
the same figures several days later. : 

If the Payroll Department and its work are properly organized, 
there should be no circumstances tolerated that prevent the com- 
plete calculation of wages for cost distribution within a day after 
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the close of the operating period. Many enterprises are confronted 
with various wage deduction problems, none of which, however, is 
connected with the problem of determining costs. There is much 
skepticism that payroll calculations can be determined so readily, 
but I feel sure that many other enterprises will readily testify from 
experience to the possibility of so doing. 

The next problem in connection with labor is its distribution 
to products or manufacturing orders or expense accounts. There 
are many methods by which this procedure is performed, embracing 
those by the use of tabulating or other equipment and those by 
manual process; also whether by the accumulating of wages or 
hours, etc. For the subject under consideration, it is irrelevant to 
discuss the merits of any method, for so long as the plan in effect 
is efficiently performed, it is immaterial by what name it is known. 

The important feature of labor distribution is to have avail- 
able, promptly upon the same day or the day following its perform- 
ance, the labor unit upon which the labor value, for cost purposes, 
isdetermined. Proper organization should permit this information 
to be available for the Cost Department just as promptly as the 
basis for determining wages is made available for the Payroll 
Department. It may be in the form of a time card, or a piece work 
record, or what not, but in any case the labor unit should be avail- 
able for the Cost Department for daily accumulating purposes. 

It should be emphasized that distinction should be made in 
the distribution of labor as between that which applies to “work in 
process” and to “completed orders.” By devoting special attention 
currently to the cost that applies to completed orders, we are en- 
abled to ascertain the cost and profit upon orders as soon as com- 
pleted, thereby relieving much of the congestion that occurs at the 
lose of the operating period. 

Material. The same remarks in general apply to this element 
as to labor, i.e., that quantities or values should be accumulated 
upon a daily basis. There exist many systems of reporting mate- 
rial; viz., bill of material, requisition, weight after first operation, 
eic.; but do not forget that it is just as necessary to obtain the 
correct quantities of material as it is to obtain the correct value of 
labor and overhead. Here again, one is confronted with the prob- 
lem of adopting either the simple plan of accumulating quantities 
Without value until the full consumption has been determined, or 
else calculating the daily value of the quantities reported against 
orders or products. This phase, however, is irrelevant to the sub- 
ject for the moment. With the determining of the value of mate- 
tials one must also give due consideration to those subsidiary ma- 
terial elements, such as scrap and condemnations, both essential 
material problems. 

It has been my experience to find that a great deal of delay in 

i material value is occasioned by reason of inventory 
methods. Opinions vary as to the extent to which complete per- 
petual inventories should be maintained. It would seem that, so 


| 
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far as inventories purchased for expense are concerned, 
nothing further than a price record would = ao saving, and con- 
sequently contributory to early costs. However, major materials 
for manufacturing purposes should be maintai upon a perpetual 
inventory basis, both as to quantity and value. 

The matter of establishing a price for the major materials 
consumed is fraught with difficulties, and demands the best of 
thought. Among many other problems it creates the question as to 
whether cost should reflect the vagaries of market activities. How. 
ever, the time allotted does not permit extensive discussion of this 
phase of the problem. 

Overhead. The next and most perplexing element of cost 
is one upon which I believe we find the greatest divergence of 
opinion. Of what it is constituted, how it should be accumulated 
and distributed, are so full of ramifications that I hesitate in my 
effort to dispose of the subject within the period assigned to me. 
Perhaps if the determining of overhead were confined to established 
centers of an operating unit, such as divisions, departments and 
sub-departments, and their separate distribution made dependent 
upon their respective circumstances, I am inclined to think that 
much of our present difficulties would vanish. Nevertheless, the 
routine incident to this work has little or no bearing upon the sub- 
ject, for it makes no material difference which method is followed 
to arrive at the total expense for distribution purposes, provided 
the accounting methods have been logically arranged. And again, 
it requires very little time to make distribution of expense, whether 
we resort to labor hours, labor value, machine rate basis, or any 
other plan. Furthermore, were we to subscribe to the normal rate 
theory, it would seem that the time required for distribution is 
further reduced, for under that plan are we not relieved of the 
problem of determining the actual overhead rates? 

It is irrelevant to the subject to enter into discussion as to the 
advantages of the various overhead methods. It must seem ap 
parent to us that given the actual material, the actual labor, and 
applying the so-called normal rate or actual rate of overhead, the 
determining of the final cost is a mere process of addition. 

Perhaps I have dealt with the problem of cost finding in & 
rather superficial manner, which can be excused by the brevity of 
time. It has been my attempt to convey to you that it is quile 
possible to produce costs, in order to ascertain manufacturing 
profits, by the second following the close of the operating 
period. That such a ormance is being obtained regularly is 
ample proof of this assertion. 

The one angle of cost finding which I do not find generally in 
vogue, in the case of establishments devoted to the manufacturing 
order system, is the determining of a completed order cost promptly 
upon completion, even though the completion occurs before the close 
of the operating period. Why it is not universally practiced to d& 
termine the cost of a completed order promptly completion 
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issomething that is difficult to understand. For the benefit of those 
who disagree, let me illustrate my viewpoint. Let us take, for ex- 
ample, a order, upon which operations were com- 
menced in September. During that month material, labor and over- 
head are incurred, regardless of the method followed in deter- 
mining their quantities and value. It is generally understood that 
the total September cost value of that order is known some time 
after the close of the period. Assuming further that that order 
continues to be assessed with cost charges during the succeeding 
month, for which the same process of determination as was applied 
for September is adopted. Assuming further that the order is 
completed and shipped on or about November 10th; is it not equally 
simple to obtain the cost charges of November, embracing only 10 
days, very promptly after the 10th day? It is just as elementary 


a procedure as was applied for the two previous cost periods. It’ 


is only another step to obtain the sales value, and thus determine 
the manufacturing profit or loss. 

This example leads to another avenue of thought. Probably 
many of us produce or manufacture articles for stock, and are con- 
fronted with uncompleted stock orders at the close of a cost period. 
The problem in such a case is to determine a cost value of sales. 
Inventory accounts should reflect inventory values at the beginning 
of a cost period, and what has been incurred during the current 
tost period on completed orders representing products placed in 
sock. With such information available, need I further explain 
ood a should be followed to determine the cost of sales to be 
applied ? 


Having obtained the costs, which I have but lightly touched ° 


upon, our next step is to deal with that branch of accounting that 
contributes to the other side of the manufacturing profit and loss 
statement, viz., the value of billings. The same degree of organiza- 
tion and standardization of operation should be injected into this 
branch of the work as is required in every other division of account- 
ing work. A: great deal is contributed in the manner in which ship- 
ping papers are prepared and invoices rendered therefrom. 

Reiterating what has been the gist of my remarks, invoices 
thould be rendered upon the day of shipment, or immediately there- 
ifter, if there may be mailing difficulties. By the end of the oper- 
iting period you will then have available the value of shipments or 
tales, The most common complaint I hear is that the conditions of 
the complainant are much more difficult and intricate than the 

nces of others. But, unless the rule of the maxim already 
teferred to is established and rigidly adhered to, not only in cost 
finding, but in invoicing and all other accounting routine, there is 
little hope of effecting the early results desired. — 

The Accounts Payable, or Disbursing Division, is also a con- 
tibuting factor in this work. One may discuss at length the vari- 
ws conflicting plans that prevail in the matter of handling invoices 
if purchases, but the plan found of great assistance in early re- 
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turns is that of assuming the liability upon receipt of invoice, and 
thus being able to place the value of the invoice in the acca 
promptly. Invariably most purchases affect inventory accounts 
and not operating costs. Excepting in the case of invoices which 
apply against overhead, there should therefore be little concern 
with the absence of vendors’ invoices. 

The question is frequently asked, “How is it possible to deter. 
mine material values in the absence of vendors’ invoices?” The 
answer has already been given, viz., that vendors’ invoices invari- 
ably affect inventory accounts, which are credited with materials 
consumed, regardless of whether they have been charged for the 
material received. Naturally, at the close of an operating period 
the accounting plan should provide that further recognition should 
be placed upon the accounts for material received and not billed. 

In all that has been discussed, perhaps too briefly, I wish to 
convey most emphatically the thought that nothing should be done 
upon a slip-shod theory. All work should be planned to the best of 
our capacities and must be done correctly—as correctly as it is 
humanly possible for clerks to do it. When costs are determined, 
they should not be haphazard figures, but final and definite. And 
the same condition should be true of any statements that are pre 


I want to make it clear that cost and manufacturing profit 
statements should be prepared and distributed immediately without 
regard to the ultimate triai balance. Special mention of this fea- 
ture is made because I find it so often the case that accountants 
believe it necessary that a trial balance should first be prepared 
before undertaking the preparation of cost and profit statements. 
I need scarcely emphasize the importance of prompt presentation 
of cost and profit figures. It is almost superfluous to bring to your 
attention that possession of this information promptly after the 
close of a cost period enables adopting or correcting policies in 
keeping with what the figures reveal. 


DISCUSSION 


Question. I have the impression that it takes quite a large 
clerical force to do all these things. You say it makes no difference, 
I would like to have a statement from you as to what is the size of 
your clerical force. 

Mr. Lewis. The question is a pertinent one. It is so pertinent 
that it is a daily question with us. If any of you would like to 
come to my office, I would be glad to lay before you records 
ing just how many men we have aang the accounts. I cal 
tell you just how many men we have and how long the work re 
quires. I can tell you now, generally, that in our steel plants the 
work of our accounting department force, embracing timekeeping, 
payroll work, cost work, manufacturing order costs, process costs, 
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and manufacturing profit statements—al! that work is performed 

by a clerical force that averages 10 men to the thousand. For 

gery 100 men in the plant we have one clerk handling all of the 

elated accounting work. 

- Question. Regarding the material, do all your vendors co- 

— and send in bills for material by 6:00 o’clock of the morning 
the second? 

Mr. Lewis. I am glad you asked that question. I suppose 
that applies to us, too! I will answer that question most emphati- 
tally in the negative; but that is irrelevant, just as I said before. 
Why should it matter? What has an invoice got to do with your 
profit and loss statement, unless the invoice represents a charge 
against operating expenses and not inventory? 

Question. If each plant does its own accounting, how do you 
get in your reports so promptly say from Chile? 

Mr. Lewis. Somebody once devised the telegraph system and 
we use the telegraph and the cable. It is immaterial whether it is 
§an Francisco or Chile. 

Question. When you get out your consolidated balance sheet, 
what do you do? Get out your trial balance of the parent company? 

Mr. Lewis. Yes, on the 15th of the month, and that repre- 
sents about seventy companies, many of which are ready as early 
ws the 10th of the month. 

Question. Do you use actual burden? You do not use normal 
standard burden in your application of burden. What does your 
estimating committee use? 

Mr. Lewis. Iam glad to discuss this question. I assume you 
ae referring to actual overhead as against standard or normal 
werhead. To begin with, there is no such thing as actual cost. 
Wedo not work on the normal overhead theory. We take overhead 
"8 is” and not as we think it ought to be. We are not concerned 
with what the estimating department does with it; that is their 
business. If they desire to adopt a normal estimate, it is entirely 
isales matter. We determine our costs “as is.” When our state- 
ments are prepared and given to the executives, we show the cost 
“as is” and not on any theory of normal or standard overhead. By 
tual overhead we mean the actual overhead so far as we can 
itermine. By that I mean this: We prepare an overhead state- 
ment of each department in the corporation. Our overhead is de- 
lmined by departments,—not as a plant. Each department has 
is own overhead; e. g., power house, carpenter shop, machine shop, . 
te. But each month each department has its own overhead rate 
termined actually, and when the costs are completed we know 
the actual overhead. We so determine it and present that state- 
Ment to the department superintendent and to the manager of the 
Works, and to his executive superiors. The accountant in charge 
tiermines the rate of overhead for distribution. He is acquainted 
with the situation and he determines what rate should be applied. 
We have a cost accounting department at each works. 
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Question. When you take your physical inventory at the end 
of the year, what is your difference? 

Mr. Lewis. I said in my remarks that major materials ar 
under the control of the comptroller. He has a division known a 
the receiving division. All such materials received are weighed, 
For departments consuming such materials, daily reports are accu. 
mulated to the end of the month, when the cost statement is pre 
pared. The cost and the yield or practice of that department are 
analyzed. If the practice is better than normal, unless we are 
otherwise satisfied, the material charge against that department 
‘is increased by a quantity that we think protects the inventory, 
We take no chances. I will say thai at the end of the year we do 
have inventory differences, but frankly our inventory adjustments 
are very, very small, and invariably are credit balances because 
we work conservatively. 
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